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The U.S. -Singapore Free Trade Agreement: 
Effects After Three Years 



Summary 

The U.S. -Singapore Free Trade Agreement (FT A) (P.L. 108-78) went into effect 
on January 1, 2004. This report provides an overview of the major trade and 
economic effects of the FTA over the three years ending in 2006. It also includes 
detailed information on key provisions of the agreement and legislative action. 

The U.S. -Singapore FTA has provided greater access for U.S. companies, has 
been instrumental in increasing bilateral trade, and has provided reassurance to 
Singaporeans of U.S. interest in the country. As a city-state, Singapore operates as 
an entrepot with essentially free trade. Under the FTA, concessions dealt mainly 
with providing greater access for American service providers and with strengthening 
the business environment in areas such as the protection of intellectual property 
rights and access to government procurement. 

In 2006, the United States ran a $6.9 billion surplus in its merchandise trade 
with Singapore, up from $1.4 billion in 2003. U.S. exports of goods to Singapore 
surged by 49% from $16.6 billion in 2003 to $24.7 billion in 2006. However, even 
with this rapid increase in U.S. exports, the U.S. share of Singapore’s imports 
declined from 16% in 2003 to 13% in 2006. This suggests that factors other than the 
FTA, particularly the overall growth in Singapore’s imports, contributed greatly to 
the increase. Major U.S. exports to Singapore include machinery, electrical 
machinery, aircraft, optical and medical instruments, plastic, and mineral fuel oil. 

On the U.S. import side, a noteworthy development is that imports of 
pharmaceuticals from Singapore have risen dramatically from $0.09 billion in 2003 
to $2.4 billion in 2006. The FTA did not lower the U.S. tariff rate for 
pharmaceuticals, since they already enter the United States duty free. What appears 
to have occurred has been the development of Singapore as a regional center for 
multinational pharmaceutical companies that are stepping up exports. 

Negotiations for the U.S .-Singapore Free Trade Agreement were launched under 
the Clinton Administration in December 2000. The FTA became the fifth such 
agreement the United States has signed and the first with an Asian country. 
According to the U.S. Trade Representative, the FTA broke new ground in electronic 
commerce, competition policy, and government procurement. It also included what 
the U.S. Trade Representative considers to be major advances in intellectual property 
protection, environment, labor, transparency, and customs cooperation. 

The U.S. -Singapore FTA required congressional implementation under 
expedited Trade Promotion Authority legislative procedures. The debate over 
implementation of the FTA fell between business and free trade interests who would 
benefit from more liberalized trade, particularly in services, and labor or anti- 
globalization interests who opposed more FTAs because of the overall impact of 
imports on jobs and the general effects of globalization on income distribution, 
certain jobs, and the environment. Specific provisions of the agreement also 
generated debate. This report will be updated as circumstances warrant. 
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The U.S.-Singapore Free Trade Agreement (P.L. 108-78) went into effect on 
January 1, 2004. This report provides an overview of the major trade and economic 
effects of the FTA over the three years ending in 2006. It also includes detailed 
information on key provisions of the agreement and legislative action. 

The U.S.-Singapore FTA essentially eliminated tariffs on all goods traded 
between the two countries. It also included market access measures and other 
provisions related to trade in services, investment, rules of origin, intellectual 
property rights, government procurement, licensing of professionals, 
telecommunications, worker rights, the environment, capital controls, and dispute 
settlement. 

The FTA has provided greater access for U.S . companies, has been instrumental 
in increasing bilateral trade, and has provided reassurance to Singaporeans of U.S. 
interest in the country at a time when many in the region perceive that the United 
States has been focused on the Middle East and has been “neglecting” Asia. This 
seems to have benefitted overall bilateral relations. The FTA has provided certain 
advantages exclusively to American businesses, but many of those advantages are 
being extended to other nations as well. The country is aggressively concluding 
FTAs with other countries and regions. As a city-state, Singapore operates as an 
entrepot and shipping center and basically has free trade. It imposes import 
restrictions on only a handful of goods. Under the FTA, Singapore’s concessions 
dealt mainly with providing greater access for American service providers 
(particularly financial services) and with strengthening the business environment in 
areas such as the protection of intellectual property rights and access to government 
procurement. 

In 2006, the United States ran a $6.9 billion surplus in its balance of 
merchandise trade with Singapore, up from $1.4 billion in 2003. U.S. exports of 
goods to Singapore surged by 49% from $16.6 billion in 2003 to $24.7 billion in 
2006. Major U.S. exports to Singapore include machinery, electrical machinery, 
aircraft, optical and medical instruments, plastic, and mineral fuel oil. (For details 
of U.S. exports and imports by sector, see Table 2 and Table 3). U.S. trade with 
Singapore has increased faster than anticipated before the FTA. However, even with 
this rapid increase in U.S . exports, the U.S . share of Singapore’ s imports has declined 
from 16% in 2003 to 13% in 2006. 1 The main reason for this is that Singapore’s 
overall trade is booming. 



1 Data sources for this introductory overview are provided in later sections of this report. 
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The U.S. balance of trade in services with Singapore has declined from $4.0 
billion in 2001 to $3.8 billion in 2003 and further to $2.6 billion in 2006. While U.S. 
receipts of royalties and license fees have risen ($3 billion in 2006), U.S. payments 
for other private services as well as for travel and transportation also have risen. U.S . 
access to the Singaporean market through direct investments, however, seems to have 
been enhanced considerably under the FTA. U.S. income from assets in Singapore 
rose from $6.7 billion in 2003 to $14.3 billion by 2006. This more than offset the 
$1.2 billion decline in the U.S. surplus in services trade with Singapore over the same 
period. As an example of U.S. service providers in Singapore under the FTA, 
Citibank has been able to expand its operations there (it has 50% of the credit card 
market), offer innovative products (such as biometric identification for bill paying), 
and partner with the subway system to issue credit cards that double as subway fare 
cards and to locate branches and ATM terminals in and around subway stations. 

On the U.S. import side, a noteworthy development is that imports of 
pharmaceuticals from Singapore have risen dramatically from $0.09 billion in 2003 
to $2.4 billion in 2006. Singapore is now the second largest exporter of 
cardiovascular medicaments to the United States. The FTA did not lower the U.S. 
tariff rate for pharmaceuticals, since such products already enter the United States 
duty free. What appears to have occurred has been the development of Singapore as 
a regional center for multinational pharmaceutical companies. This apparently was 
partly triggered by provisions in the FTA that required Singapore to strengthen its 
intellectual property protection. The Singaporean government also has provided 
incentives for multinational biomedical companies to locate research and production 
in the country. Most of the major pharmaceutical companies of the world have 
established subsidiaries in Singapore and are exporting part of their production. 

Singapore has relatively high labor standards. It ratified the International Labor 
Organization’ s Minimum Age Convention in 2005 . This brought the number of ILO 
Conventions the country has ratified to more than 20, including Core Conventions 
that cover child labor, forced labor, collective bargaining, and equal remuneration. 

As a city state with 3.4 million people and an area roughly the size of the 
Washington, DC, area inside the Beltway, Singapore’s environmental challenges 
relate primarily to industrial pollution (strictly regulated), urbanization, and 
preservation of natural areas. The country touts itself as a garden city. It recycles all 
waste water, appears clean, and uses variable tolls to alleviate traffic congestion. The 
United States has not formally raised environmental or labor issues with Singapore 
under the FTA. 

For background information, see CRS Report RL31789, The U.S. -Singapore 
Free Trade Agreement , by Dick K. Nanto. 



Trade in Goods 

Since the U.S. -Singapore FTA came into effect in January 2004, U.S. trade with 
Singapore has boomed. As shown in Figure 1 , U.S. exports of merchandise to 
Singapore rose by 49% from $16.6 billion in 2003 to $24.7 billion in 2006. U.S. 
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imports from Singapore increased by a lesser 18% to go from $15.1 billion in 2003 
to $17.8 billion in 2006. This increased the U.S. trade surplus with Singapore from 
$1.4 billion in 2003 to $6.9 billion in 2006. 

Figure 1. U.S. Merchandise Exports to, Imports from, and Trade 

Balance with Singapore 



$Billion 




Source: Data from Global Trade Atlas 



Major U.S. exports to Singapore include machinery, electrical machinery, 
aircraft/spacecraft, optical and medical instruments, organic chemicals, and plastic. 
As shown in Figure 2, U.S. exports of each of these products have risen since the 
U.S. -Singapore FTA took effect in January 2004. The highly developed nature of the 
city-state’s economy can be seen in the major U.S. exports there. They consist 
primarily of machinery, electrical machinery, aircraft, optical and medical 
instruments, as well as industrial raw materials. 
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Figure 2. Leading U.S. Exports to Singapore by Category 



$billion 
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Source: Data from U.S. Department of Commerce on f.a.s. Basis. 



The rising surplus in merchandise trade with Singapore, however, masks other 
underlying trends that do not bode as well for the United States. Although 
Singapore’s share of U.S. exports to the world has remained at about 2.3% to 2.4%, 
Singapore’s imports from the United States have been declining relative to those 
from many other countries of the world. As shown in Table 1 and Figure 3, in 2001, 
the United States accounted for 16.4% of Singapore’s imports. By 2006, that share 
had fallen to 12.5%, despite the rapid growth in U.S. exports there. The share of 
Singapore’s imports accounted for by Malaysia and Japan also have fallen, while the 
shares of China, Taiwan, South Korea, and the rest of the world have risen. This 
implies that Singapore is diversifying its imports away from its traditional sources 
of the United States, Malaysia, and Japan, and buying relatively more from China, 
Taiwan, and other countries of the world. The United States and Malaysia still are 
Singapore’s largest sources of imports, but China’s share is rising. 
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Table 1. Singapore’s Import Market Shares 

(percent) 



Rank 


Import Source 


2001 


2006 


1 


Malaysia 


17.3 


13.1 


2 


United States 


16.4 


12.5 


3 


China 


6.2 


11.4 


4 


Japan 


13.9 


8.3 


5 


Taiwan 


4.3 


6.4 


6 


Indonesia (Est.) 


7.1 


6.2 


7 


Korea, South 


3.3 


4.4 


8 


Saudi Arabia 


3.6 


3.9 


9 


Thailand 


4.4 


3.7 




Rest of world 


23.4 


30.2 



Source: Underlying data from Global Trade Atlas 



Figure 3. Singapore’s Imports by Major Country Shares 
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Source: Data from Singapore Customs accessed via Global Trade Atlas 



During the FTA talks, negotiations were intense over Singapore’s import 
restrictions on a few products. Even though Singapore is largely a free-trade nation, 
it has restrictions on imports of specific controlled items (including chewing gum) 
and has import duties on beer, stout, and a local beverage called samsu. Under the 
FTA, Singapore allowed imports from the United States of chewing gum with 
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“therapeutic value” (excluding nicotine gum) to be sold in pharmacies. The country 
also dropped all duties on beer, stout, and samsu from the United States. 

Under the FTA, U.S. exports of beer (made from malt. Harmonized System 
code 2203) rose from $0,352 million in 2003 to $0,549 million in 2005 and to $0,915 
million in 2006. As a share of Singapore’s total imports of beer, however, in 2006, 
the United States accounted for about 0.5% of the total and ranked 18 th among all 
sources of beer imports. The top five sources were Malaysia, Mexico, Belgium, the 
Netherlands, and South Korea. 2 Among these countries, only South Korea has a free 
trade agreement with Singapore. 

With respect to chewing gum, the data on Singaporean imports do not show 
appreciable imports from the United States. In 2006, out of a total of $1,089,000 
chewing gum imports (HS 170410), none came from the United States. There was 
$588,000 in chewing gum that came from Indonesia and $420,000 that came from 
South Korea. In 2005, Singapore reported that it had imported $1,000 in chewing 
gum from the United States. 3 



Trade and Market Access in Services 

U.S. business interests point out that the greatest potential effect of the U.S.- 
Singapore FTA is likely to be increased access by U.S. companies to Singapore’s 
market in services. Services are provided in two ways: in cross-border transactions 
and from subsidiaries in the trading partner’s economy. Services such as insurance, 
shipping, provision of intellectual property, and travel often are sold across borders 
and are counted as exports and imports. Other services, such as accounting, legal 
services, and banking often are provided directly to the consumer through overseas 
subsidiaries of U.S. companies. These transactions usually do not appear as exports 
or imports, although the repatriation of profits from such activity is counted as an 
income flow. 

The United States has traditionally run a surplus in its balance of services trade 
with Singapore. This is shown in Figure 4. Under the FTA, this balance has 
declined from $4.0 billion in 2001 to $3.8 billion in 2003 and further to $2.6 billion 
in 2006. 



2 Data are from Global Trade Atlas. 

3 Data are from Global Trade Atlas. CRS attempted to obtain export data from a major U.S. 
chewing gum company, but it declined to cooperate. Likewise, the International Chewing 
Gum association would not provide CRS with data on exports to Singapore. 




http : / / wikileaks . org/ wiki / CRS-RL343 1 5 



CRS-7 



Figure 4. U.S. Balance of Trade with Singapore in Services 

and Its Components 




Year 

Source: Data from U.S. Bureau of Economic Analysis 



Among the four components of trade in services, the United States ran surpluses 
in two and deficits in two. In royalties and license fees, the U.S. surplus increased 
from $2.5 billion in 2001 to $2.9 billion in 2006. Some of this rise in fees for 
intellectual property likely can be attributed to strengthened intellectual property 
protection in Singapore resulting from the FTA. In other private services, the U.S. 
surplus has fallen from $1.9 billion in 2001 to $0.7 billion in 2006. In military and 
government transactions, the trade balance is small and varies from year to year. It 
was -$0.04 billion in 2001, $0.2 billion in 2002, and -$0.2 billion in 2006. In travel 
and transportation, the balance trends toward an increasingly large U.S. deficit. Most 
of this is in transportation, particularly shipping, as well as in passenger fares and 
travel. This negative balance grew from -$0.3 billion in 2001 to -$0.9 billion in 
2006. 

Increased market access in services under an FTA, therefore, may or may not 
result in an improvement in the U.S. bilateral trade balance in services. It depends 
on what kind of service is being traded and the relative comparative advantage of 
each country. U.S. service providers, moreover, may find it more advantageous 
under the increased access and strengthened intellectual property regime engendered 
by an FTA to locate a subsidiary in the FTA partner country. This may reduce U.S. 
exports of private services but also may increase royalties and payments from use of 
intellectual property and earnings from operations in the host country. In the 
Singapore case, U.S. income from assets owned in Singapore increased from $3.9 
billion in 2001 to $6.7 billion in 2003, and after the FTA jumped to $14.3 billion by 



